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REVIEW OF THE YEAR 1920 



CHARLES J. BULLOCK 



THE year following the armistice was devoted 
mainly to readjusting productive industry from a 
war to a peace basis. This required many changes in 
the direction of production and the return of several 
million soldiers to the pursuits of civil life. The process 
was not easy; but, after an initial period of depression, 
it was accomplished without serious disturbance, and 
a year ago there was every reason to be satisfied with 
the achievement. Normal conditions had by no means 
been restored, and it was clear that years must elapse 
before the world could liquidate all the accounts left 
by the great war. But it was a great gain — and the 
first indispensable step in the return to normal life — 
that the army had been demobilized and production 
readjusted from a war to a peace basis. 

The work accomplished in 19 19 had been greatly 
facilitated by several developments which were bound 
to occasion difficulty in 1920. The export trade of the 
country, which had greatly increased during the war, 
instead of declining proceeded to rise to new high levels, 
thereby continuing the stimulus which American bus- 
iness had been receiving ever since 191 5. Added to this 
was the stimulus to active trade caused by the extrava- 
gant expenditures, both public and private, which had 
developed to a considerable degree during the war and 
acquired increased impetus with the return of peace. 
To finance foreign and domestic business and provide 
for the continuing abnormal requirements of the govern- 
ment, credit expansion had continued during 1919, and 
prices were mounting to a higher level than had been 
reached during the war. It was clear that the United 
States, like the rest of the world, was caught in the toils 
of a new inflationary movement, which would ulti- 
mately lead to a reaction, the time and severity of 
which were impossible to estimate. To the year 1920, 
therefore, the year 1919 bequeathed a high and un- 
stable price level, an unbalanced foreign trade situa- 
tion, and growing money strain, which were bound to 
prove serious liabilities. 

Although readjustment of discount rates had been 
inaugurated by the federal reserve banks in November, 
1919 and liquidation in security markets had already 
set in, the year 1920 opened with very active trade and 
increasing commodity prices. The early months were 
marked by great apparent prosperity, and many new 
records were scored in various lines of production and 
trade. But the prosperity was largely artificial and was 
approaching its end. Our foreign trade was unbalanced, 
and the burden of financing it was falling more and 
more upon the banks — a situation which could not 
continue indefinitely. Money rates were rising, and 
there was every evidence of increasing credit stringency. 



Liquidation in security markets continued apace, but 
was inadequate, as it always had been, to relieve the 
situation; all the conditions spelled liquidation in com- 
modity markets as forecasted in December, 1919 by 
our Index of Business Conditions. But, as always, only 
the discerning few realized what was impending; and 
even when liquidation finally began, many failed to 
realize its import. 

In the late spring the tide turned, and by summer 
liquidation of commodity markets was fairly under way. 
As it continued, the movement gathered force, and 
finally proceeded at an unprecedented rate. Although 
the Review of Economic Statistics had for months 
forecasted a reversal of business conditions, the editors 
had not expected a reaction of such acute severity. We 
had looked for a return to some such level as had pre- 
vailed in the few months following the armistice, and 
as late as July expected nothing so drastic as the events 
of the last half year. There were various reasons, not 
worth recounting now, which had seemed to justify the 
belief that in most lines of industry readjustment would 
come more gradually. But, as so often happens, when 
the turn came one untoward development followed 
another with the result that reaction was swift, in- 
tense, and world-wide. 

Surveying the year in retrospect, which is so much 
simpler than prospect, it is easy to trace the general 
course of events. By the spring of 1920 consumers began 
to react somewhat violently against the continued in- 
crease of prices which had reached inordinate levels in 
many lines. It now appears that at the peak of whole- 
sale prices retailers were, in many cases, unable to pass 
the entire load along to their customers. Some of them, 
foreseeing this, had already begun to buy very con- 
servatively; and others, learning by experience, pur- 
sued thenceforth a conservative buying policy. The 
revolt of the consumer was natural and even inevitable, 
but it was intensified by the fact that he had been look- 
ing forward to relief from the burden of war prices 
and, therefore, resented more keenly the greaf increase 
which occurred between the spring of 19 19 and the 
spring of 1920. Since purchasing power was not yet 
impaired, retail trade continued upon a fairly high level, 
but buying had become conservative; and this reacted 
upon the wholesaler, the manufacturer, and the pro- 
ducer of materials. 

Just when these developments were becoming serious 
the country ran into critical difficulties in transporta- 
tion. The movement of freight was slowed down greatly 
during the early summer, and this retarded the circula- 
tion of goods and prevented liquidation of credits. In 
the agricultural sections a considerable part of the crops 
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of the previous year had not been moved, and the only 
possible result was congestion worse congested. 

These conditions naturally reacted upon the banking 
situation, which was already serious enough. The year 
1919 had been financed in large part by credit inflation, 
and the process continued during the early months of 
1920. If all had gone well, the situation would have 
been difficult; but with the reaction in business and the 
railroad congestion it became extremely serious. There 
was, fortunately, in the federal reserve system a suffi- 
cient margin of elasticity to prevent worse coming to 
worst; but a situation which was bad in the spring had 
become much more difficult in July, and the crop- 
moving season was upon us. 

Commodity liquidation, as it proceeded, uncovered 
large stocks of goods in various lines, and these pres- 
ently began to be thrown upon wholesale markets, 
producing the abrupt declines in prices which marked 
the last half of the year. It was not a case where pro- 
duction had in general been excessive, but one in which 
speculation in various commodities had led to the 
hoarding of goods in anticipation of higher prices ; while 
in some instances, such as silk, wool, rubber, copper, 
and sugar, surplus stocks had accumulated as a result of 
the dislocation of trade caused by the war. Retailers' 
stocks were probably at no time excessive. Manu- 
facturers in many lines had not been producing in excess 
of current demands. But there were vast accumula- 
tions of some particular commodities, and, besides 
this, speculators were holding larger stocks than were 
ordinarily reckoned with. Therefore when trade reac- 
tion brought cessation and cancellation of orders, whole- 
sale markets were pretty thoroughly demoralized. 

To make things worse, our export trade ran into 
serious embarrassments in the fall. Reaction had be- 
come world-wide, and exported goods began to be 
thrown back upon our hands. In Europe, South 
America, and elsewhere our exporters began to be em- 
barrassed by cancellations of orders and refusals to 
accept goods which piled up on docks and in store- 
houses. Exports had been sold so largely upon credit 
that the banks were already carrying an undue propor- 
tion of the load, and our failure to devise other methods 
of financing made it evident that foreign trade must 
presently adjust itself to some new basis. 

An additional complication was the necessity of pay- 
ing large installments of taxes in September and Decem- 
ber. It had long been clear that existing methods of 
federal taxation would cause serious embarrassment to 
many concerns whenever trade reaction should set in, 
but up to last fall there had been comparatively few 
cases of serious hardship. September payments were 
made with more difficulty, and the payment of the 
December installments added greatly to the embarrass- 
ments of that month. Sales of securities accumulated in 
flush times provided a substantial part of the money, 
but reacted upon security markets at a most incon- 
venient time. The renewal of loans which might 
otherwise have been liquidated carried numerous con- 



cerns over tax day, but did not help the credit situation. 
Altogether, federal taxation played no inconsiderable 
part in the difficulties of the last quarter of the year. 

Business failures naturally enough increased ma- 
terially as the process of liquidation proceeded, but 
current statistics reflect very inadequately the condi- 
tions prevailing since early fall. Numerous concerns 
that have become embarrassed, especially companies 
so large that their failure would react disastrously upon 
the general situation, have not gone through the process 
of bankruptcy, but have passed into the hands of com- 
mittees or other agents representing banks or other 
creditors. In some cases, stockholders have provided 
new capital in order to reduce the floating debt, and in 
others control has passed from weak to strong hands. 
These methods have measurably reduced the tension 
of recent months, but have destroyed much of the 
significance of our statistics of business failures, which 
now include chiefly smaller concerns which can be put 
through enforced liquidation without causing too big a 
splash. 

Retail prices were naturally the last to decline. The 
price reductions so extensively advertised by large de- 
partment stores last spring did not inaugurate a period 
of drastic price revision. During the summer and fall 
retail prices receded somewhat, but not to an extent 
that satisfied the considerable number of purchasers 
who were determined to postpone buying until prices 
fell to what they considered a reasonable level. Except 
in lines distinctly affected by the Christmas demand, 
retail prices were lower in December than they had 
been in the early fall, but not sufficiently so to attract 
buyers who had decided to pursue a Fabian policy. 
Since Christmas further price revisions have somewhat 
stimulated demand, and at the end of January it seems 
clear that goods are moving more freely. Wholesale 
prices have been many months in falling to their present 
levels, and retail will not be fully readjusted for some 
time to come; but readjustment is well under way and 
has already brought increased orders from retailers, 
which have caused wholesalers to resume purchases of 
manufactured goods. At the time of writing, therefore, 
there is considerable evidence that liquidation is passing 
through its final stage and that, so far as they depend 
upon domestic demand, business conditions will shortly 
improve. 

Liquidation of labor has been slower than readjust- 
ment of retail prices. Until the cost of living began to 
decline, wage reductions were practically out of the 
question. The gradual slowing down of manufacturing 
industry began last spring to cause unemployment, and 
this led to increased efficiency on the part of laborers 
who remained at work. During the last quarter of the 
year wage reductions began, and they are now the order 
of the day in many industries. As yet, however, the 
process has been a very irregular one, and wage rates 
have receded little, if at all, in some of the highly or- 
ganized trades. Uncertainty about future labor costs is 
one of the factors that make business calculations diffi- 
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cult at the present moment. The high costs of the war 
period cannot be accepted as permanent, but few 
people expect a return to the level of 1913. The war 
has probably effected a permanent increase of money 
wages and of labor costs, and it is impossible as yet to 
forecast the point at which a new equilibrium will be 
reached. 

Under any conditions that ever existed prior to 191 4, 
such a year as 1920 would have brought a panic of the 
most acute character; but two new factors had come 
into operation, and these proved powerful enough to 
avert such a disaster. The federal reserve system gave 
us for the first time a banking system sufficiently cen- 
tralized to check inflation before the strain on credit 
reached the breaking point, and to maintain conditions 
under which well conducted banks did not need to fear 
for their own safety and were, therefore, able to afford 
necessary accommodations to customers who were en- 
titled to them. The second factor making for safety was 
the fact that we had emerged from the war a creditor 
nation, and consequently were not exposed to foreign 
demands for gold at a most inconvenient time. Instead 
of a net exportation of $87,500,000 such as occurred in 
the fiscal year 1893, we actually had net imports of 
$106,600,000 in the calendar year 1920. We possess, 
doubtless, more gold than we need at the present time 

— and more than we can expect to retain permanently, 

— but it was extremely fortunate that the process of 
redistribution did not occur last year. 

Since 1914 conditions in the United States have been 
influenced more than ever before by world-wide forces 
over which inevitably we have had slight control. In 
times past our prosperity has depended very largely 
upon ourselves, and we have, therefore, given but slight 
attention to foreign affairs; but today we are involved 
in a world situation which requires the best thought and 
effort we can give it for many years to come. Most of 
the countries of the world were caught in the general 
inflationary movement that resulted from the great 
war, and during 1920 many of them experienced the 
inevitable reaction. Their situation would have been 
difficult enough in any event, but it has been made much 
worse by the dislocation of international trade that has 
resulted from the political and economic conditions 
prevailing in Europe. 

In all the war-stricken countries the great desiderata 
in 1919 were peace, economic readjustment, and the 
restoration of normal trading relations with the rest of 
the world. But peace is not yet attained, economic 
readjustment has been retarded, financial conditions 
continue ominous, and European unsettlement has 
thrown international trade out of joint. In the coun- 
tries most sorely stricken there is a partial or almost 
complete breakdown of production, which brings with 
it underconsumption due to sheer inability to pay for 
vitally necessary food and materials. Instead of ex- 
changing its manufactures in normal volume for the 
products of other parts of the world, Europe is unable 
to finance its primary requirements; and the United 



States, South America, and Asia now find their trade 
deranged. Since 1914 our exports to Europe have been 
financed largely upon credit, governmental and private, 
and at the present time the floating balance due to our 
banks and industries amounts probably to three or four 
billion dollars. Such methods of financing can hardly 
continue on a considerable scale during 1921; and 
since others are inadequate, our exports are certain to 
decline in the immediate future unless European con- 
ditions improve more than we have any reason to 
expect. 

Since this is a review of conditions, it is not our pur- 
pose to consider remedies. It is obvious, however, that 
the political and economic unsettlement prevailing in 
Europe makes European investments less attractive 
than they ought to be and obliges us to proceed with 
caution. For the improvement of European credit 
certain things are clearly indispensable. A real peace 
must be restored, armaments reduced, inflation brought 
to an end, German reparations settled, and economic 
and political order restored. We ourselves are not with- 
out fault, for we might have helped more than we have; 
but the fundamental difficulties are not of our making 
and can be settled only by Europe itself. Until such 
settlement is reached, we must, apparently, confine our 
exports to goods that can be paid for or financed by 
credits carefully selected and so arranged as to throw no 
undue burden upon our banks. This means a consider- 
able curtailment of export trade. 

In spite of the foregoing statement, the European 
outlook has its reassuring features. Age-long animosi- 
ties, governmental policies, and the enormous diffi- 
culties inherent in the situation left by the great war 
have so far retarded very greatly Europe's return to a 
normal state. But except in the areas most severely 
stricken, chiefly in eastern Europe, there is encouraging 
evidence that healing processes are at work. Two crop 
years generally favorable have greatly improved eco- 
nomic conditions, and in many places manufactures and 
transportation are on the mend. In western Europe 
the improvement is naturally greatest, but, if peace is 
restored, eastern Europe will presently enter upon a 
period of recovery. It was individual effort rather than 
governmental that built up the economic structure 
existing in 19 14, and individual effort will ultimately 
repair the wastes of war if governments can restore con- 
ditions of political stability. The losses and destruction 
have been so great that time will be required for the 
recovery, but the process is already under way and will 
be greatly accelerated by the settlement of the ques- 
tions that prevent the return of an assured peace. 

Thus 192 1 opens with industrial depression at home, 
political and economic unsettlement in Europe, and the 
trade of the world sadly dislocated. If foreign condi- 
tions were favorable, we could confidently count upon a 
speedy return of prosperity. As things stand, the out- 
look is clouded and recovery may be slower than our 
forecaster seems to indicate. But we have come through 
a period of severest liquidation without disaster, and 
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business conditions have apparently begun to mend, reduction of export trade will not greatly retard the 
Too much should not be made of the favorable develop- onward movement of industry, that European condi- 
ments in the United States since the first of the year, tions may improve materially before the end of the 
and it seems certain that many readjustments still lie year, and that better times are in prospect. The rapidity 
ahead of us. Our belief is, however, that business has and extent of the recovery depend upon factors too 
nearly adjusted itself to a lower level of prices, that numerous to be considered here. 



